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FEDERAL HOME LOAN BANK BOARD
Proposals intended to tighten the rules on net worth and deposit insurance were
approved at a 2/15/84 FHLBB open meetings The rules would restrict the
thrift industry's ability to leverage new deposits and establish a $100,000
insurance cap on deposits placed in a thrift by mutual funds or other in
vestment companies. The revisions would require thrifts to maintain their
net worth at a level equal to at least 3% of any increase in new deposit
liabilities. If adopted, the change would apply to all deposits accepted
after 12/31/83. Concerning the deposit insurance cap, the proposal is
similar to FDIC rules but differs in two respects. First, the FHLBB pro
posal would cover companies required to register with the SEC as well as those
which would be required to register if domiciled in the U.S. The second dif
ference concerns trust departments which in the case of banks are exempted
from registering with the SEC as investment companies. The FHLBB said
savings association trust funds are not expressly exempted from the SEC's
registration requirements, but thrift trust funds would be exempted from
the Bank Board’s proposed insurance limit. The FHLBB noted that in applying
the regulation, it would view a "no action" letter frcm the SEC staff stat
ing a thrift trust fund is not required to register as an investment company
as conclusive proof that the entity is not a regulated investment company.
Similar consideration would be given to foreign institutions according to the
Bank Board.
OFFICE OF MANAGEMENT AND BUDGET
Reports submitted to OMB, pursuant to the Federal Managers' Financial Integrity
Act, are currently available at the Executive Office Library according to
a 2/16/84 letter from OMB. Reports for all the 13 departments and 10 of the
largest agencies are now available at the Executive Office Library, Room G102,
New Executive Office Building, 726 Jackson Place, N.W., Washington, D.C.
Anyone wishing to review the reports should contact the librarian at 202/
395-3654 to arrange the necessary building clearances. Two sets of the
reports are in the library. One set is to remain there for review, accord
ing to OMB, while the other will be available for short-term loan and repro
duction by the borrower.
SECURITIES AND EXCHANGE COMMISSION
A 14 year old accounting rule (ASR 115) that requires financially troubled cor
porations to resolve their auditors' reservations about immediate financial
troubles before they can register stock offerings was rescinded at the
2/15/84 SEC open meetings The Commission noted, however, that financial
statements will continue to be considered defective if the independent auditor
inproperly prepares the registrant's financial statements on the assumption
that the company is a financially "going concern." According to SEC ChiefAccountant Clarence Sampson, the interpretation expressed in ASR 115 was
"inconsistent" with the Commission's objectives and operation of the inte
grated disclosure system implemented in 1982 because it did not apply to dis
closures made under the 1934 Act. SEC Corporation Finance Director John
Huber said disclosures made by registrants should be sufficient for an investor
to make an adequate decision on whether to purchase new offerings. He added
that the rescission would take the focus "away from the accountant's statement
and to the disclosure statements." The Commission warned that independent
auditors must still determine whether it would be more appropriate to prepare
a financially troubled client's financial statements on the assumption of
liquidation, rather than on the assumption that the firm is a "going concern."
Auditors must also determine if the amounts and classification of assets
and liabilities in the statements should be otherwise adjusted to reflect
the company's financial condition.

- 2 Proposals to expand interim segment disclosure requirements were the result of
a 2/15/84 SEC open meeting. The proposals would require: Presentation of
certain industry segment information for interim periods; a discussion of
reportable segments in the management's discussion and analysis; and, separate
disclosure of amounts of notes and accounts payable, and the current portion
of long-term debt at interim dates. Additionally, the Commission noted the
possibility of proposals regarding additional segment reporting disclosures
and uniform disclosure of off balance sheet financing arrangements. Comments are requested by 5/15/84. For additional information contact Robert
Herdman at 202/272-2589.
Increased authority to bring administrative proceedings against persons who violate
or cause violations of the proxy and tender offer provisions of the 1934
Securities and Exchange Act will be sought from Congress by the SBC pursuant
to a decision reached at the Commission's 2/15/84 meeting. The SEC legisla
tive package, based on a two-year internal study of the need for additional
enforcement prowers, would expand section 15 (c) 4 of the 1934 Act to permit
the Commission to bring administrative proceedings for violations of Sec. 14
of that Act. This would mean that the SBC could force individuals to correct
false and misleading statements and filings concerning proxy solicitations,
proxy contests, shareholder proposals, and tender offers under the Williams
Act. Individuals who cause violations of sections 12, 13, 14, or 15(d) of
the 1934 Act relating to tender offer, proxy, registration, periodic dis
closure, tender offers and shareholder proposals, would also be subject to
administrative proceedings. The Commission's proposals would exceed the
scope of the House-passed version of the proposed "Insider Trading Sanctions
Act" by allowing the SEC to name individual respondents who cause violations.
An additional provision of the SEC's legislative package would exempt from
the Freedom of Information Act records that were submitted to the Commission
in the course of investigations. Moreover, the disclosure of information to
the Commission in the course of its enforcement of the securities laws would
not waive any attorney-client or other applicable evidentiary privileges.
These measures, according to SEC enforcement director John Fedders, would
enhance the amount and adequacy of disclosures provided to the Commission.
SMALL BUSINESS ADMINISTRATION
Revising a definition unchanged since 1975, the SBA has recently determined that
"accounting, auditing, and bookkeeping services" will be considered "small
businesses" if their annual gross revenues do not exceed $4 million (see the
2/9/84 Fed. Reg., p. 5037). In 1975, the SBA. determined that "small," in
regards to the profession, would be defined as $2 million in gross revenues.
Proposals from SBA continued to appear as early as 3/10/80, outlining plans to
modify the size standards for about 700 industry groups, affecting eligibil
ity of approximately 150,000 firms which participate in Federal set-aside
programs, low-interest loan guarantees, or other preferential treatment re
served for small businesses. Some earlier SBA proposals suggested that
"small business" for the profession limit employees to 25, a number which
at the time, would have equalled approximately $1 million in gross revenues.
This new standard, $4 million in annual gross revenues, is intended to con
sider the effects of inflation since the earlier $2 million size s t a n d a r d
was adopted. These new regulations are effective 3/12/84. For additional
information contact Andrew Canellas at 202/653-6373.
Accounting standards and financial reporting requirements for small business
investment companies is the subject of an advance notice of proposed rulemaking by the Small Business Administration (see the 2/10/84 Fed. Reg., pp.
5230-78). This publication contains the SBA's advance notice“of its intention
to replace Appendices A, B, and C of Part 107 of its regulations which d e a l
with accounting standards and financial reporting requirements for Small
Business Investment Companies (SBIC). This proposal, according to SBA, is
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Business Investment Companies, an area on which the appendices are currently
silent. In the area of the proposal dealing with Selection and Qualification
of the Auditor, the SBA states that any auditor qualifying as an independent
public accountant, CPA or licensed public accountant, may be considered as
having SBA approval to perform the annual audit upon selection by the Board
of Directors/General Partners, and the filing with SBA by such accountant of
an executed IPA certification, CO Form 112 certifying as to his qualification
and independence, unless otherwise stated by SBA. Comments are requested by
4/10/84. For additional information contact Thomas Bresnan at 202/653-6389.

SPECIAL:

REP. BROOKS INTRODUCES SINGLE AUDIT LEGISLATION

H.R. 4821, a bill "to establish uniform audit requirements for state and local
governments receiving Federal Financial assistance," was introduced on
2/9/84 by Rep. Jack Brooks, (D-TX) , Chairman, House Committee on Government
Operations. The bill, according to its author, would require each state
and local government receiving $100,000 or more per year in Federal aid to
obtain an annual, independent, organization-wide audit of its financial
operations. The audit would focus on examining the use of Federal grant funds.
If the audit reveals that the state or local government has not complied with
important grant requirements or has not maintained adequate management con
trols over its Federal funds, it would have to submit a plan for appropriate
corrective action to a designated Federal agency. This "single audit" would
replace the many audits of individual grants that state and local governments
are currently required to obtain. Rep. Brooks stated: "The Committee found
that under the grant-by-grant approach, billions of dollars in Federal aid
were never audited at all, while some very small grants were audited repeatedly.
In addition, audits were often too narrowly focused to provide useful infor
mation on a grant recipient's overall grants management program." While similar
in concept to S. 1510, the "Uniform Single Financial Audit Act," passed by
the Senate on 11/2/83, the Brooks' bill is significantly different in the areas
of reporting threshold, audit frequency, and criteria as to which grants are
audited. At the present time, no hearings on H.R. 4821 have been scheduled.

For additional information, please contact Gina Rosasco, Nick Nichols,
or Stephanie McCarthy at 202/872-8190.
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